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SUMVARY

Under the Personal Inconme Tax Law (PITL) and the Bank and Corporation Tax Law
(B&CTL), this bill would allow a credit in an anpbunt equal to 50% of qualified
expendi tures and not to exceed specified limts, to any taxpayer that pays or

i ncurs monetary contributions for costs of any new licensed child care facility
or expanded existing child care facility located in California. This bill also
woul d al l ow the proposed credit to reduce regular tax below tentative mnimum tax
(TMT) .

Under the B&CTL, for specified loans relating to financing qualified child care
and devel opnent facilities, this bill would allow a credit equal to 50% of the
di fference between the ampunt of interest inconme actually received and the anmount
of interest inconme that woul d have been received had the | oan been nade at one
poi nt above the prinme rate.

This bill would require a report to the Legislature upon request regarding the
total anmpunt of credits clainmed under this provision.

These provisions will be discussed separately.

SUWARY OF THE ANMENDMENT

The March 27, 2000, anendnment woul d provide that a child care provider could not
qualify for the credit. The anmendnent al so specifies that only nonetary
contributions could qualify as a qualified expenditure. The anendnment al so
changed the carryover period for the credit fromfive years to six years. The
anmendment further provides that an in-hone famly child care or |icensed exenpt
care facility could not qualify as a qualified child care facility. Finally, the
amendnent clarifies the requirenents of the child care provider certification and
makes several other technical corrections.

1. CH LD CARE FACILITY CREDI T

EFFECTI VE DATE

This provision wiuld be effective i medi ately upon enactnent and would apply to
taxabl e or inconme years beginning on or after January 1, 2000, and before
January 1, 2005.

Board Position: Department Director Date
S NA — NP
SA [e) NAR Gerald H. Goldberg 5/2/00
N OUA X PENDING

CWINDOWS\TEMPAB 19232-15 3-27 BAOF.DOC
LSB TEMPLATE (rev. 6-98) 05/11/00 8:14 AM



Assenbly Bill 1923 (Cardenas)
I ntroduced February 15, 2000
Amended March 27, 2000

Page 2

LEG SLATI VE H STORY

SB 549 (1999) proposed to expand the existing Child Care Facility Credit to

i ncl ude taxpayers who contribute costs for lowincone facilities; the bill failed
passage in Senate Appropriations. AB 401 (1999/2000) proposed to renove the
sunset date of the Enployer Child Care Contribution Credit and allow a credit for
child care expenses; the bill failed passage in Assenbly Revenue and Taxati on.

SPECI FI C FI NDI NGS

Exi sting federal and state |aw provide for an alternative mninumtax liability,
whi ch ensures that taxpayers with credits, deductions, and other tax preference
items do not conpletely escape taxation.

Exi sting state |law all ows enployers a tax credit known as the Enployer Child Care
Program Credit. This credit equals 30% of the cost paid or incurred for (1)
establishing a child care programor constructing a child care facility in
California to be used by enployees' children and (2) contributing to child care
information and referral services. Building owners are allowed a credit equal to
30% of their costs to establish a child care programor facility to be used by
their tenants' enployees' children. The amobunt of the credit is limted to

$50, 000, even if 30% of the taxpayer's expenses exceed $50,000. To the extent
that the allowed credit cannot be used, a credit carryover is permitted. The
carri ed-over ampbunt may be added to any credit for that succeeding year, which is
still limted to $50, 000.

Exi sting state |l aw all ows enployers a tax credit known as the Enployer Child Care
Contribution Credit. The credit is equal to 30%of the cost paid or incurred for
contributions to a qualified care plan made on behal f of any dependent under the
age of 12 of the taxpayer's California enployee, but only to the extent
contributions are nade directly to child care prograns or providers. The anounts
paid by the enployer to child care providers can be in lieu of wages paid to the
enpl oyees. The anount of the credit cannot exceed $360 in any year for each
qgual i fi ed dependent, and any unused credit may continue to be carried forward,
even beyond the repeal date, until it has been exhausted.

This bill would allow a credit in an anbunt equal to 50% of “qualified
expendi tures,” not to exceed specified limts, to any taxpayer that pays or
incurs nmonetary contributions in excess of $4,000 to a “qualified child care
facility” located in California. The credit would apply in taxable or incone
years begi nning on or after January 1, 2000, and before January 1, 2001.

Qualified child care facility would nmean any new or expanded existing |icensed

child care facility located in California. It excludes in-hone famly child care
or licensed-exenpt care. A licensed child care facility also excludes a facility
| ocated in an occupi ed personal residence. “Child care provider” is defined as

the |icensed owner or operator receiving the benefit of the contribution to the
qualified child care facility but who is ineligible for the credit.

This bill would be require the “child care provider” to certify that a witten
pl an has been devel oped and mai ntai ned. The plan nust reflect the child care
provider’s ability to recruit children froml|owincone famlies.



Assenbly Bill 1923 (Cardenas)
I ntroduced February 15, 2000
Amended March 27, 2000

Page 3

The term | owincome fam |ies neans househol ds that have i ncomes bel ow 75% of the
| ocal area nedian i ncome, as published by the U S. Departnment of Housing and

Ur ban Devel opnent or as defined by the State Departnment of Education. The child
care provider nust also certify that either

= the child care provider has applied for or received approval to accept children
fromfamlies qualifying for child care subsidies, or

= the child care facility is or will be geographically located in or within one
mle of alowincome area as defined by the Conmunity Reinvestnment Act of 1977,
as anmended.

The bill would define “construct” or “expand” to include, but not be limted to,
feasibility studies, site preparation, construction, renovation, or acquisition
of facilities for purposes of establishing a new licensed child care facility or
expandi ng an existing licensed child care facility that adds new child care
capacity.

This bill would also require the taxpayer to provide a statenent fromthe child
care provider certifying that the nmonetary contributions were used to construct
or expand a child care facility in California to be used as certified by the
provi der.

The bill would define qualified expenditures to include only nonetary
contributions nade by a qualified taxpayer that do not exceed either $400, 000 for
any single qualified child care facility or $2 million in aggregate contributions
for multiple qualified child care facilities. The $400,000 and $2 mllion

maxi nmuns are cunul ati ve and include anpunts contributed in prior taxable or

i ncome years. The maxi nmuns al so woul d include qualified expenditures made by any
party related (as defined in I RC sections 267 or 318) to the taxpayer.

This bill would provide that a taxpayer could not utilize nmore than $150, 000 of
the credit in any single taxable or incone year. |If the credit exceeds the
$150, 000 annual limtation or exceeds net tax, any excess credit may be carried

over for six succeeding years and applied on a “first-in, first-out” basis. The
aggregate “allowable child care facility credit” for each taxpayer and any party
related to the taxpayer for the taxable years the credit is authorized cannot
exceed $1 mllion.

This bill would provide that a deduction would not be all owed, as may be provided
el sewhere in the Revenue and Taxation Code, for the portion of the qualified
expendi tures equal to the credit allowed by this bill. Additionally, no credit

woul d be allowed to a taxpayer that is required by a | ocal ordinance or
regul ation to provide a child care facility.

This bill also would include the proposed Child Care Facility Credit in the |ist
of credits that can reduce regular tax below tentative m ninmumtax for purposes
of alternative m ninumtax cal cul ation

Pol i cy Consi derati ons

Al though this bill suggests that a child care provider is required to
certify use of the qualified child care facility, no particular use of the
facility is required.
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Consequently, a qualified taxpayer would be eligible for this credit
regardl ess of whether child care is actually provided. A child care
provi der could provide the certifications required to be obtained by the
t axpayer and not actually provide child care to lowincone famlies or at

all. The author nmay wish to consider requiring that a m ni nrum per cent age of
|l ow-inconme fanmlies actually receive services fromthe facilities to qualify
for the credit. The bill should require the child care provider to maintain

docunentation of the inconme of the famlies’ of registered children.

This bill does not require the child care facility to be operated for a

m ni rum amount of tinme. A child care facility could be built and never
opened or operated for only one day, and then be converted to another use.
Under these facts it is arguable that the taxpayer would still qualify for
the credit. If amMnimumtine period is added to the bill, a credit
recapture provision should al so be consi dered.

VWhile the bill specifies that the credit is not available to a child care
provider, nothing in the bill precludes a partner in a partnership that owns
and operates a child care facility fromnnaking a contribution to that
facility and claimng the credit.

The bill does not quantify “expand” or “expanding” of an existing licensed
child care facility. Expanding only requires that “new child care capacity”
be added. An extensive renovation that increases only the ranges of ages of
children receiving care in the facility could be considered to add child
care capacity. Although there would be no increase in the nunmber of
children actually receiving child care, anmounts contributed for the
renovation could qualify for the credit.

| npl enent ati on Consi derati ons

It is unclear if the taxpayer would still be entitled to the credit if it
were | ater determ ned that the certifications provided by the child care
provi der were incorrect.

Several terns, including “child care facility”, “in-hone famly child care”,
“licensed exenpt care”, “qualified child care provider”, and “new child care
capacity” are undefined. Undefined or unclear terns |lead to disputes

bet ween taxpayers and the departnent and conplicate tax adm nistration.

Techni cal Consi derati ons

This bill requires the child care provider to furnish a statenent for the
taxpayer certifying that the costs for which the credit is clainmd were
incurred to construct or expand a child care facility. However, the credit
is based on contributions made by a taxpayer. To avoid confusion, the
author may wi sh to change the phrase to “the contributions for which the
credit is clainmed were expended”.
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2. CREDIT FOR I NTEREST | NCOVE ON CH LD CARE AND DEVELOPMENT FACILITIES

EFFECTI VE DATE

This provision wiuld be effective i medi ately upon enactnent and would apply to
i ncome years beginning on or after January 1, 2000, and before January 1, 2010.

SPECI FI C FI NDI NGS

Existing state law allows a simlar credit for interest incone on |oans used to
finance qualified expenditures for farmmrker housing (except that expenditures
do not include the cost of acquiring a building or structure). Existing state

| aw al so al |l ows taxpayers that nake | oans to businesses within an Enterprise Zone
to deduct net interest.

Exi sting federal |aw taxes interest on federal obligations (e.g., bonds issue by
the federal government) and allows the inposition of a state tax on that interest
if the state tax is nondiscrimnatory. (The tax inposed on the federal interest
is not different than tax assessed on other interest.) Under existing state |aw
interest on state obligations (e.g., bonds issue by a state) and interest on
federal obligation are exenpt from personal incone tax but are included within
the neasure of the corporate franchise tax.

This bill would allow a credit for 50% of the difference between the interest

i ncome received on | oans, or the portions of |oans, used to finance the purchase,
construction, expansion or rehabilitation of qualified child care facilities, and
the interest that could have been received had the |oan rate been one point above
the prine rate.

The credit allowed by this provision shall be clained in equal installnents over
a period equal to the |l esser of 10 years or the termof the |oan. The period
woul d begin in the taxpayer's first income year which the qualified child care
facility construction, expansion, or rehabilitation is conpleted and the initial
enrol lment of children. In the case where this credit exceeds the taxpayer’s tax
liability, the excess may be carried over until the credit is exhausted.

The credit shall not apply to loans with a termof |less than three years or to

| oans funded prior to January 1, 2000. The credit shall apply only to interest

i ncome fromthe |oan and shall not apply to any other |oan fees or other charges
coll ected by the bank or financial corporation with respect to the |oan.

"Qualified child care or developnment facility" is defined as a licensed child
care or development facility that:

Is operated by child care providers that agree as a termof a | oan froma bank
or financial institution to provide child care services for the entire term of
t he | oan;

and neets one of the follow ng additional requirements:

= |s located in |low or noderate-income areas as defined by the Cormmunity
Rei nvest nent Act of 1977 (Public Law 95-128), as anended; or

= |s operated by child care providers that covenant with the banking or
financial institution that not |ess than 30% of the children served by the
facility will be from households with i ncomes at or bel ow 75% of the | oca
medi an i ncome as published by HUD
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Fam |y day care centers are not qualified facilities.

This credit shall not apply to | oans for purchasing I and or for refinancing
exi sting | oans.

The credit would be disallowed for any year after the occurrence of a disallow ng
event. A disallow ng event occurs if the child care provider 1) defaults on
paynment of a |loan for nore than 90 days, 2) ceases providing child care at the
facility for nmore than 90 days or 3) falls below the requisite 30% of the
children served are from households with incones at or below 75% of the |oca

medi an i ncone .

The credit may not be clained for any project receiving funding or subsidy from
the Child Care and Devel opnent Facilities Loan Guaranty or Direct Loan Funds, as
contained in Sections 8277.5 and 8277.6 of the Educati on Code.

CGenerally, if the bank or financial corporation sells the |oan to another bank or
financi al corporation, the balance of the credit, if any, shall be transferred to
the assignee or transferee of the |oan, subject to the same conditions and
limtations of the credit. A bank or financial corporation may assign, sell, or
ot herwi se transfer the | oan to another person or entity and retain the right to
claimthe credit granted under this section if the bank or financial corporation
retains responsibility for servicing the | oan.

Pol i cy Consi derati ons

This credit is attenpting to encourage building and i nproving child care
centers for low inconme registrants by providing an incentive to | enders and
taxpayers over the |life of a |loan made for this purpose. As drafted, the

| anguage provi des that behavior of the borrower affects the lender's ability
to take the credit. The | ender would have to denonstrate conpliance by the
borrower if audited. This may dimnish the incentive to the | ender to nake
such | oans.

Federal |aw prohibits discrimnatory state taxation of interest on federa
obligations. This bill provides a credit to banks and fi nanci al
corporations for interest forgone on loans relating to child care and
facilities. This could be interpreted to subject interest on federa
obligations to a discrimnatory state franchise tax in violation of federa
I aw.

| npl enent ati on Consi derati on

As indicated under Policy Considerations above, the bill would disallowthe
credit based upon the occurrence of certain behavior of a borrower. The
occurrence of a disallow ng event would be extrenely difficult to determ ne
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FI SCAL | MPACT

Departnmental Costs

Once the inplenmentation concerns are resolved, this bill is not expected to
i npact the departnment’s costs.

Tax Revenue Esti mate

Based on the data and assunptions bel ow, revenue | osses are estimted as foll ow

Esti mat ed Revenue | npact |
Taxabl e/ 1 ncone Years Begi nning On or
After
January 1, 2000
Enact nent Assuned After
June 30, 2000
Fi scal Years
(I'n Thousands)

2000-1 2001-2 | 2002-3
Facility -$700 -$900 |-$1, 100
Credit
Interest | Negligible| Mnor M nor
I nconme
Credit

Negligible = Loss |l ess than $250, 000.
M nor = Loss |ess than $500, 000.

Thi s anal ysis does not consider the possible changes in enploynent, personal
i ncome, or gross state product that could result fromthis neasure.

Revenue Di scussi on:

Facility Credit:

Revenue | osses woul d depend on the ambunt of new cash contributions and
redirected cash contributions of at |east $4,000 per contributor. For purposes
of this estimate, it is assuned that contri butions will be redirecti ons of
anounts usually given to other charitable organizations that are deductible for
i ncome tax purposes, or trade or business expenses for enployers meking
contributions for the benefit of enployees.

The nunber of child care centers qualifying under this provision is projected t
be 95% of the total new or expanded non-government, for profit centers in
California, i.e., 442 centers in 2000. The projected growth rate for centers

i ncreases from4%in 1998 to 8% in 2003, due to factors such as welfare reform
i ncreased funding fromthe California Departnent of Education, the increasing
demand for child care in California, and the incentive effect of this provision
These factors were also considered in the estimte for centers that will expand
existing facilities. The lack of a recapture provision may induce sone taxpayer
to take advantage of the tax credit w thout actually operating a child care
facility on an ongoi ng basis.
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O the projected 442 new or expanded qualified child care facilities in 2000, i
is assumed that 25% or 111 facilities, will receive three cash contri butions
averagi ng $5,000. The total projected 2000 contribution after the 50% credit
[imtation is $829,000. The 2000 offset is projected to be $133,000, resulting i
a 2000 liability year revenue | oss of $700, 000.

Estimates were devel oped in coordination with child care systemand facility
experts at the National Econom c Devel opnent and Law Center and the California
Child Care Resource and Referral Network

Interest Incone Credit:

This estimate is provided as a rule of thunb for every $50 million in annua
qualified | oans and assunes an average loan termof 7.5 years with an average
di scount rate of 1%

LEG SLATI VELY MANDATED REPORTS

The FTB would be required to report to the Legislature, upon request, the total
anmobunt of tax credits clainmed under this provision, and the nunber, type, and

i ncome | evel of taxpayers claimng the credits. The FTB shall also report the
industry classification of corporate taxpayers clainmng the credits.

BOARD POSI TI ON

Pendi ng.



